AMENDMENTS TO FEDERAL CREDIT UNION ACT 


HEARING 


SUBCOMMITTEE OF THE 
COMMITTEE ON BANKING AND CURRENCY 
UNITED STATES SENATE 
EIGHTY-SECOND CONGRESS 

SECOND SESSION 


ON 


- §. 1330 and S. 2447 


BILLS TO AMEND THE FEDERAL CREDIT UNION ACT 


3S 
oo 
—_ 

> 
N 
oa 
Lt 
ti 


3 


JANUARY 30, 1952 


. . * 
Printed for the use of the Committee on Banking and Currency 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 


WASHINGTON : 1952 








COMMITTEE ON BANKING AND CURRENCY 


BURNET R, MAYBANK, South Carolina, Chairman 


JRLWILLIAM FULBRIGHT, Arkansas HOMER E, CAPEHART, Indiana 
A. WILLIS ROBERTSON, Virginia JOHN W. BRICKER, Ohio 

JOHN SPARKMAN, Alabama IRVING M. IVES, New York 

J. ALLEN FREAR, Jr., Delaware ANDREW F. SCHOEPPEL, Kansas 
PAUL H. DOUGLAS, Illinois EVERETT M, DIRKSEN, Illinois 


WILLIAM BENTON, Connecticut 
BLAIR MOODY, Michigan 


A, LEE PARSONS, Clerk 
Jos. P, MCMuRRAY, Staff Director 


SUBCOMMITTEE ON SeEcuRITIES, INSURANCE, AND BANKING 
(Excluding Federal Reserve Matters) 
J. ALLEN FREAR, JR., Delaware, Chairman 


BURNET R. MAYBANK, South Carolina ANDREW F, SCHOEPPEL, Kansas 
JOHN SPARKMAN, Alabama EVERETT M. DIRKSEN, Illinois 





THInTHN 





CONTENTS 


Page 
ce re a Es NS ie ce eel 
Statement of— 
Orchard, Claude R., Director, Bureau of Federal Credit Unions ; 
Pratt, William W., executive director, Pennsylvania Credit Union 
League_.- sa Bee ee AE ee el 2 ate 
Rhodes, Hubert M., Credit Union National Association, Inc 
Letters, telegrams, etc., submitted for the record by— 
Credit Union National Association, Thomas W. Doig, managing di- 
rector, Madison, Wis.: Telegrams to Senator Frear sii 
Newport Dupont Employees Federal Credit Union, Newport, Del., 
F. A. Lilley, president: Telegram to Senator Frear__.___..._____- 
Orchard, Claude R., Director, Bureau of Federal Credit Unions: 
Estimated number of Federal Credit Unions, ete- sah 
Pittsburgh Chapter of Credit Unions, Joseph A. Moore, 
Letter to Senator Maybank 3 
Pratt, William W., executive director, Pennsylvania Cre 
League: 
Statement on 8. 1330 
Statement on 8. 2447 
Rhodes, Hubert M., Credit Union National Association, Inc.: 
Cash on hand, securities, etc. of credit unions compared with last 


president: 


Number:of central credit unions. ..........................-- 
UAW-GM Credit Union, Loeal 435, Wilmington, Del., E. C. Man- 
love, treasurer: Telegram to Senator Frear_________.-_.-----__- 
Wilmington Transit Employees Federal Credit Union, Wilmington, 
Del.: Telegram to Senator Frear 








‘ 





AMEMDMENTS TO FEDERAL CREDIT UNION ACT 





WEDNESDAY, JANUARY 30, 1952 


Unirep States SENATE, 
SUBCOMMITTEE ON SECURITIES, 
INSURANCE, AND BANKING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The subcommittee met, pursuant to notice, at 10 a. m. in room 301, 
Senate Office Building, Senator J. Allen Frear, Jr. (chairman), pre- 
siding. 
Present: Senators Frear, Maybank, and Sparkman. 
Senator Frear. The subcommittee will come to order. 
We have scheduled for hearing this morning S. 1330 and S. 2447. 
The bills will be inserted in the record. 
(The bills referred to are as follows:) 


{S. 1330, 82d Cong., 1st sess.] 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first proviso in paragraph (5) of section 7 
of the Federal Credit Union Act (12 U. 8. C., sec. 1757 (5)) is hereby amended 
to read as follows: ‘‘Provided, That no loans to a director, officer, or member of 
a committee shall exceed the amount of his holdings in the Federal credit union 
as represented by shares thereof unless (a) each loan (other than a loan which 
will not make his indebtenness to the Federal credit union exceed the amount of 
his holdings in such union) is in his absence unanimously approved at a meeting 
of the board of directors, the credit committee, and the supervisory committee, 
at which a majority of such board and a majority of each such committee is 
present, and (b) a record of such approval is entered on the loan application’. 

Sec. 2. Paragraph (7) of section 7 of the Federal Credit Union Act (12 U.S. C., 
sec. 1757 (7)) is hereby amended by striking out “and” after ‘‘(d)”’ and by inserting 
before the period at the end of the paragraph the following: “‘; and (e) in shares of 
central credit unions’. 

Sec. 3. Section 13 of the Federal Credit Union Act (12 U.S. C., sec. 1763) is 
hereby amended by inserting ‘‘(a)” after “Src. 13.’ and by adding at the end 
thereof the following new subsection: 

“(b) If at any annual meeting a dividend is declared under subsection (a), then 
upon recommendation of the board of directors a patronage dividend may also 
be declared at such meeting from the remaining net earnings. A patronage 
dividend shall be paid to members in proportion to the interest they have paid 
during the preceding fiscal year on loans made to them.” 

Src. 4. Section 16 of the Federal Credit Union Act (12 U.S. C., sec. 1766) is 
hereby amended by adding at the end thereof the following new subsection: 

“(f) Any officer or employee of the Federal Security Agency is authorized, 
when designated for the purpose by the Director of the Bureau of Federal Credit 
Unions, to administer oaths and affirmations and to take affidavits and depositions 
touching upon any matter within the jurisdiction of the Bureau of Federal Credit 
Unions.” 
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[S. 2447, 82d Cong., 2d sess.] 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the second sentence of section 5 of the Federal 
Credit Union Act (12 U. 8. C. see. 1755) is hereby amended to read as follows: 
“Not later than January 31, of each calendar year, each Federal credit union shall 
pay to the Bureau of Federal Credit Unions, for the preceding calendar year, a 
supervision fee in accordance with a graduated scale prescribed by regulation on 
on the basis of assets as of December 31 of such preceding year, but such fee shall 
in no event be less than $10 nor (subject to such minimum) more than the amounts 
specified in the following table: Provided however, That no such annual fee shall be 
payable by such an organization with respect to the year in which its charter is 
issued or the year in which final distribution is made in liquidation of the credit 
union or the charter is otherwise canceled. 

“Total assets Maximum fee 
evs iri wnminn de www 30 cents per $1,000. 
Over $500,000 and not over $1,000,000___ $150, plus 25 cents per $1,000 in excess 
of $500,000. 
Over $1,000,000 and not over $2,000,000__ $275, plus 20 cents per $1,000 in excess 


of $1,000,000. 
Over $2,000,000 and not over $5,000,000__ $475, plus 15 cents per $1,000 in excess 
of $2,000,000. 
wer Sa). oe cle eee $925, plus 10 cents per $1,000 in excess 
of $5,000,000.” 
Sec. 2. The amendment made by section 1 of this Act shall apply to supervision 
fees payable with respect to the calendar year 1952 and subsequent calendar years. 
Senator Frear. The first witness is Mr. Claude R. Orchard, Direc- 
tor of the Bureau of Federal Credit Unions. 
Is Mr. Orchard here? 
Mr. Orcnarp. Yes, sir. ; 
Senator Frear. Will you come forward, Mr. Orchard? 


STATEMENT OF CLAUDE R. ORCHARD, DIRECTOR, BUREAU OF 
FEDERAL CREDIT UNIONS 


Senator Frear. We are anxious to hear your statement, Mr. Or- 
chard. Will you proceed? 

Mr. Orcuarp. Senator, I am the Director of the Bureau of Federal 
Credit Unions, and have been interested in developing these institu- 
tions since the law was passed in 1934. 

I have prepared a short statement which I would like to read if I 
may. 

Senator Frear. All right; and then you would like to make com- 
ments on that? 

Mr. Orcuarp. I would like to answer any questions which you may 
have. 

Senator Frear. You may proceed. 

Mr. Orcuarp. Thank you, sir. 

The Federal Credit Union Act provides for the chartering, examina- 
tion, and supervision of Federal credit unions. The Federal credit 
union system was established in 1934. Steady growth in number of 
Federal credit unions, number of members, and amount of assets has 
characterized the history of this program with the exception of the 
war years when there was a temporary set-back in some respects. 

Federal credit unions are rendering a very worth-while service to 
working people, providing a form of convenient thrift and small-loan 
service. 
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During the 17 years of the existence of this program it has”been 
supported partly by fees from credit unions and partly by appropria- 
tions from the United States Treasury. 

Presently, charter and investigation fees of $25 are charged when 
a new Federal credit union is established. The fee for examinations 
is $56 per day or 50 cents per hundred dollars of assets, which ever is 
lower. The fee for supervision has been fixed at $10 per year per 
Federal credit union, which is the maximum now permitted under 
the act. 

During the last several years the growth of assets among Federal 
credit unions has enabled the Bureau, under the provisions of the 
Federal Credit Union Act, to provide an increasing proportion of its 
budget out of fees. The principal source of the fees is the examina- 
tion fee. The program has now reached the stage where it can be 
self-sustaining if the supervision fee is adjusted upward based on 
ability to pay. 

2447, a bill to amend the Federal Credit Union Act, would pro- 
vide authority to prescribe by regulation a graduated scale of super- 
vision fees for Federal credit unions within the limits set forth in the 
bill. It would substitute a graduated scale based on assets and ability 
to pay for the present flat rate of $10 per year for each Federal credit 
union. 

The graduated scale provides a minimum fee of $10 per credit union 
but increases the fees for credit unions with assets of $34,000 or more. 
The rate is graduated somewhat so that the charge on assets over 
$500,000 would be progressively less than for the first half million 
dollars of assets for each Federal credit union. 

I would like to put into the record here the proposed scale: 

Credit unions with assets of $500,000 or less are to pay 30 cents per 

Credit unions with assets of $500,000 or less are to pay 30 cents per 
$1,000; over $500,000 and not over $1,000,000, $150 plus 25 cents per 
$1,000 in excess of $500,000; over $1,000,000 and not over $2,000,000, 
$275 plus 20 cents per $1 ,000 in excess of that $1,000,000; over $2,- 
000,000 and not over $5,000,000, $475 plus 15 cents per $1,000 in 
excess of the $2,000,000: over $5,000,000, $925 plus 10 cents per 
$1,000 in excess of the $5,000,000. 

The application of this scale to representative credit unions results 
in supervision fees somewhat as follows: 

On assets of as much as $25,000 the fee, of course, would be the 
minimum $10; when they grow to the size of $200,000 in assets, the 
fee would be $60; should they increase to the point where they have 
$800,000, the fee would be $225. 

No supervision fee would be charged for the year in which the 
credit union is chartered. This is also true under the present law. 

The bill also provides that no supervision fee shall be paid for the 
year in which final distribution is made in liquidation or for the year 
in which the charter is otherwise canceled. Assets of liquidating 
credit unions in such year are usually small and the administrative 
problems of collecting fees for a fractional part of its final year would 
generally outweigh the value of the fees collected. 

The Federal Security Agency is fully in accord with the objective 
of S. 2447, an objective also repeatedly urged by the Senate and 
House Appropriations Committees, to make the operations of the 
Bureau of Federal Credit Unions self-sustaining in the near future 








4 AMENDMENTS TO FEDERAL CREDIT UNION ACT 


by means of an amendment increasing the supervision fees so as to 
recover the cost of supervision. 

In order to accomplish this objective, the Federal Security Ageney 
on June 2, 1950, transmitted to the President of the Senate and the 
Speaker of the House a draft bill to increase the annual supervision 
fee for Federal credit unions to $10 for each $40,000 of assets, or 
fraction thereof. 

S. 2447, while substituting a graduated scale for the flat rate pro- 
posed in that draft bill, would serve the same general purpose and is 
equally satisfactory to this Agency. 

We have prepared a table showing the estimated assets and super- 
vision fee collections on the basis of this bill for the next four fiscal 
years. These estimates on growth are based on the assumption that 
present economic conditions will prevail and that the Bureau will be 
enabled to carry on a satisfactory examination and supervision pro- 
gram. 

[t should be observed that fees collected for the calendar year 1952 
will be received in the last half of the fiscal year 1953. 

The estimated fee collections are as follows: For the fiscal year 1953, 
$190,686; for the fiscal year 1954, $229,348; for the fiscal year 1955, 
$266,061; for the fiscal year 1956, $310,059. 

The budget request for the fiscal year 1953 and plans for financing 
the fiscal years thereafter are based on the assumption that legislation 
for revised supervision fees at the level authorized in this bill will be 
enacted by the Eighty-second Congress. 

With this change in our supervision fees, the Bureau should reach 
a self-sustaining status by the fiscal year 1954 or 1955. 

We would therefore recommend that the bill be enacted by the 
Congress. 

The time available did not permit the Agency to determine whether 
or not this bill conforms with the program of the President, but the 
original legislation recommended to the Congress was c leared with the 
Bureau of the Budget. Since this bill serves ‘the same general purpose, 
it is believed that the Bureau of the Budget would concur in our recom- 
mendation that S. 2447 be enacted by the Congress. 

I would like to submit this tabulation showing estimated fee revenue 
and make that a part of the record, if I may. 

Senator Frear. It may be entered as part of the record. 

(The information referred to is as follows:) 

Estimated number of Federal credit unions that will pay supervision fees, 
estimated assets of these Federal credit unions, and estimated revenue from 
supervision fee ae a 1954, and 1955 under provisions of Senate bill 2447 
(82d Cong., 2d sess.). Estimated assets and size distribution as of end of calendar 
year in each case. 
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1952 ! 


| 
| Fstimated | 
ts oie ell . number of Estimated | Estimated 
Asset size groups Federal assets fee revenue 
credit unions | 
tit lasiastecmntartadtidaaiaeie iil eh aia cg acai ale ai at we cocdeas |_—_———— 
$500,000 or less... -- to Bg oe ideas ase | 5,198 | $404, 736,157 | $138, 115. 40 
Over $500,000 and not over $1,000,000 ~ 163 | 110, 608, 214 | 31, 727. 00 
Over $1,000,000 and not over $2,000,000 - . ; ed 43 55, 469, 704 | 14, 318. 80 
Over $2,000,000 and not over $5,000,000 _ - = i ion s 28, 000, 000 5, 600. 00 
Over $5,000,000 La l 7, 000, 000 925. 00 
a eee eee Ll 5,412 | 605,802,975 | 1 190, 686. 20 
1953 ! 
$500,000 or less 5, 527 | $458, 870, 405 $154, 779. 30 
Over $500,000 and not over $1,000,000 212 143, 858, 536 41, 264. 50 
Over $1,000,000 and not over $2,000,000 62 86, 655, 546 21, 980. 00 
Over $2,000,000 and not over $5,000,000 10 35, 000,000 7, 000. 00 
Over $5,000,000 : 1 9, 000, 000 1,325. 00 
Total... _- = iw 5,812 | 7338, 384, 487 1 226, 348. 80 
1954 ! 
$500,000 or less _- aa E 5,792 | $513, 072, 206 $171, 011. 80 
Over $500,000 and not over $1,000,000 270 183, 216, 060 52, 304. 00 
Over $1,000,000 and not over $2,000,000 s4 122, 980, 200 30, 896. 00 
Over $2,000,000 and not over $5,000,000 14 49, 000, 000 ), 800. 00 
Over $5,000,000. ___ __ 5 2 12, 000, 000 2. 050. 00 
Total __- 4 6, 162 SSO, 268, 466 1 266, 061. 80 
1955 
$500,000 or less. : 6, 061 | $566, 994, 177 $187, 242. 80 
Over $500,000 and not over $1,000,000 , : 337 228, 680, 786 65, 595. 00 
Over $1,000,000 and not over $2,000,000 105 135, 733, 468 35, 021. 60 
Over $2,000,000 and not over $5,000,000. 25 87, 500, 000 17, 500. 00 
Over $5,000,000. __- . { 30, 000, 000 4, 700. 00 
Tee... -.. 6, 532 |1, 048, 908, 431 1 310, 059. 40 


1 The year indicated is the calendar year (credit union’s fiscal year) and the fees to be collected for that 
year will be received in the Bureau’s fiscal year following. In other words fees for calendar year 1952 will be 
paid in the Bureau’s fiscal year 1953. 

The amount of supervision fees estimated in the above table is somewhat less than the fees estimated in 
the table contained in the Agency’s letter of June 2, 1950, to the President of the Senate—this is due to the 
fact that growth in assets has been slightly less than projected in that table. 

The growth in assets estimated in this table is based on the assumption that present trends will continue 
during the next 3 years, 


Mr. Orcuarp. If there are any questions, 1 would be glad to 
answer them. 

Senator Frear. You are a director of the central credit union? 

Mr. Orcuarp. I am director of the Bureau here, which is charged 
with the responsibility of chartering and supervising and examining 
and liquidating them, if they need to be liquidated. 

Senator Frear. How many directors are there? 

Mr. OrcHarp. One director. 

Senator Frear. You are the director? 

Mr. Orcuarp. I am the director. 

Senator Frear. In other words, you are the operating head of it. 
I mean the responsibility is on your shoulders? 

Mr. Orcnarp. That’s right. 

Senator Frear. How many members do you have? 
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Mr. Orcuarp. There are 5,400 Federal credit unions operating and 
they have about 2,400,000 members in the United States, members 
of the Federal credit unions. 

Senator Frear. Yes. You supervise none other than Federal 
credit unions? 

Mr. Orcuarp. That's right, just the Federal credit unions. 

Senator Frear. What would be the distinction between them and 
some other credit unions? Are there other credit unions operating? 

Mr. Orcnarp. Yes. Credit unions are set up under State law in 
most of the States. I think there are only five States now which have 
no State law. It’s quite comparable to the dual banking system we 
have. We think it’s a good idea 

Senator Frear. Are they supervised by the State banking super- 
intendents or commissioners? I mean the ones who do not belong 
to your group. 

Mr. Orcuarp. In most States they are supervised by the State 
banking authorities; in North Carolina they are supervised by the 
department of agriculture. 

Senator Frear. Is there any duplication in supervision? 

Mr. Orcuarp. No. We do not in any way try to supervise State 
credit unions, and the State authorities do not do anything with 
Federal credit unions. 

Senator Frear. What is your appropriation for the fiscal year 1952? 

Mr. Orcuarp. The appropriation for the fiscal year 1952 is a little 
over $800,000. 

Senator Frear. That is from the Federal Government? 

Mr. Orcuarp. No. We only receive a part of that from the 
Federal Government—$175,000. 

Senator Frear. The statement you made previously that by 1954 
or 1955 you would be self-sustaining, did you mean that there would 
be no Federal appropriation? 

Mr. Orcuarp. That’s correct. 

Senator Frear. You will be able to operate on the fees that you 
charge to the credit unions that you supervise? 

Mr. Orcuarp. That is correct. 

Senator Frrear. Do you know how much the appropriations made 
by the Federal Government have amounted to to date, since 1934? 

Mr. Orcnarp. I don’t have the figures. I would say between 
$4.5 and $5 million. 

Senator Frear. I see. 

Mr. Orcuarp. During the 17 years. 

Senator Frear. That is close enough. 

About what has been collected in fees during the same time from 
the credit unions? 

Mr. Orcuarp. I have never made a computation of that. Up 
until the fiscal year 1948 we never collected as much as one-third 
of the amount we spent. 

Senator Frear. So that you are making great strides progressively 
to put the burden of expenses upon those who rightfully should 
bear it. 

Since the Federal Government has given you authority to go ahead 
and has financed you during your childhood days, you ‘have reached 
adulthood and you are now going to strike out on your own, which 
is very commendable, in my opinion. 
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Mr. Orcuarp. Could I put into the record here 

Senator Frear. I think you can say most anything you would 
like to say, sir. 

Mr. Orcuarp. It’s commendable slightly for us who are part of 
the Bureau, but it’s highly commendable for the credit-union people 
who have largely done the work, that they have decided they would 
like to be self-sustaining. It’s something that I think is quite rare 
and it’s something to be highly commended. 

Senator Frear. I would say so, too. 

You may have noted by the questions I have asked you that I am 
not too familiar with this, although I have had the opportunity of 
examining the Farm Credit Administration which has a somewhat 
similar background. I think those farmers have been striving over 
the years to become independent. They would like to be on their own. 

I notice in the Federal Credit Union Act, as amended, to January 
1, 1951, paragraph 1768, under “Taxation,” it says you are com- 
pletely and entirely exempt from any taxation except such personal 
property taxes or real estate taxes as may be levied, and so as far 
as income tax is concerned you are exempt; is that correct? 

Mr. Orcuarp. That is correct; credit unions are exempt. 

Senator Frear. This new amendment to the internal revenue act, 
passed by the first session of the Eighty-second Congress, has that 
affected credit unions? 

Mr. Orcuarp. I am under theimpression credit unions were exempt. 
You see, their income, when you come down to the individual members, 
is extremely small. The average shareholding is about $200 for the 
individual member. In fact, under the law, they’re limited strictly 
as to their earnings; about 6 percent, 6.5 percent gross is all the money 
they can make under the terms of the law. T hat’s thei ‘ir gross income. 
So that when it comes to the ability to pay taxes, it’s very little. 

Senator Frear. Did you have or did you want to give any opinion 
on 8. 1330? 

Mr. Orcwarp. Well, I am not prepared to talk about that. There 
are some provisions in it that I believe the Agency would favor, and 
some I believe they would not. There are three or four provisions, I 
understand. 

Senator Frear. I am not trying to draw you out, but is that the 
extent of the comments that you care to make? 

Mr. Orcuarp. I believe that would be all I would be prepared to 
make this morning. 

Senator Frear. Senator Sparkman? 

Senator SPARKMAN. Mr. Orchard, you are in the Federal Security 
Agency; are you not? 

Mr. Orcuarp. Yes. 

Senator SPARKMAN. When you say there are some parts of 5. 1330 
that the Agency would favor and some they would not favor, | wonder 
if you could be more specific, or will someone else deal with that? 

I understand it is before us; is it not? 

Senator Frear. It is. 

Senator SPARKMAN. We cannot legislate very well 

Senator Frear. We have two more witnesses. 

Senator SpARKMAN. Yes; but neither one of them appears for the 
Agency. That is the point I was making, Senator. 

Senator Frear. I think that is true. 
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Senator SPARKMAN. Yes. 

Mr. Orcuarp. Frankly, I wasn’t of the opinion the bill would come 
up this morning, but I w ‘ould be glad to talk to you about it and give 
you my opinions, for what they are worth. 

I would say that section 4 of this bill certainly we would be agree- 
able to because that would make our work easier and it would make 
for more effective operation in the field force, the examiners that we 
have in the field, could take oaths, administer oaths and take affirma- 
tions and those things that have to do with the Federal credit-union 
law. 

I am quite sure we would favor section 3, because it is in line with 
the spirit of the credit-union law which we think means that service 
should be given the members at the lowest possible cost; that that be 
done wisely and well. 

Personally, I would not be in favor of section 2 because that should 
be done, in my opinion, in an organized and formal way by setting up 
central agencies, and it’s my understanding that the National Associa- 
tion, which I believe had something to do with this, is now working on 
legislation which would do it in fine fashion and in a way that I believe 
would merit the approval of every reasonable person. 

This, I think, would be a way of doing the same thing but doing it 

rather badly. That’s my own personal « opinion. 

Section 1. Frankly, I don’t believe there would be any great danger 
in opening that up so that loans could be made to directors, committee- 
men, and officers. 

When this law was passed, Senator, in the early discussions of it, we 
were in the midst of a great depression. That was in 1934. And that 
part of the bill was injected by Members of the Congress, and it was 
done because of the experience that had been had. I think it was felt 
that, inasmuch as the people who are the officers of credit unions are 
usually amateurs or beginners, they would be better off. 

As I say, I personally have great faith in these directors and com- 
mitteemen of Federal credit unions. 

We have now established 5,400 of them and in many cases they 
probably have been established on the theory that officers, directors, 
and committeemen could not borrow and thus take advantage of the 
others. 

My own feeling on it is that there are other ways to handle that, 
through whi at we call central credit unions or offices. I would like to 
see that law stand as it is. 

This is. personal, and I do not desire to reflect the studied opinion 
of the Agency, because I don’t believe they have been asked for an 
opinion on it vet or have formulated an opinion. 

Senator SparRKMAN. I should think that opinion would have been 
asked for. This was introduced April 12 of last year 

Mr. Orcuarp. I don’t recall that we have been asked for it. 

Senator SpARKMAN. Let me see if I can summarize it briefly this 


way: You think that section 1 could better be handled by another 


arrangement. Would legislation be required? 

Mr. Orcuarp. Oh, no. 

Senator SPARKMAN. You already have central credit unions? 

Mr. Orcuarp. In many States there are central credit unions for 
officers, directors, and committeemen. 

Senator SPARKMAN. You say “in many States’’? 
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Mr. Orcuarp. That is right. They were set up originally on a 
Statewide basis. Some of them are set up under Federal law and 
some are set up under State law, and they operate fairly well. They 
are not quite as convenient, perhaps, as this would be. 

Senator SparKMAN. All-right. Then you think section 1 should 
not be enacted. As I understand, this is your personal opinion? 

Mr. Orcuarp, That is right. 

Senator SpaARKMAN. I understand you look with favor on sections 
2, 3, and 4, although you qualify your approval of section 2 to the 
extent that it could perhaps be better worked out; is that right? 

Mr. Orcuarp. I would say that the purpose of this would be better 
served by a bill which I understand is now in preparation by the same 
people who did this, a bill which would do it in an orderly fashion, 
one which you will find to be very usable, because it would set up 
central agencies which actually are supervised and have certain powers 
and certain limitations, and which could do a splendid job comparable 
to that being ROOMBA by home-loan banks for the building and 
loan industry and by the Federal Reserve Board for the banks. 

It seems to me that we’re growing large enough now that we should 
face up to this and do it well. 

Senator SPARKMAN. Let me return to section 1 for one question. 
You are not opposed to that section on the ground that such loans as 
are provided for there would not be safe, but you think that the other 
system is already working and that it suffices? 

Mr. Orcuarp. My main objection to that is that we have estab- 
lished the credit unions on the basis of a law which assures that there 
could be no chiseling inside at these institutions. I have done a great 
deal of organization work, and I would like to keep my word with these 
folks who let us come in. 

Senator SpaARKMAN. All right. Thank you, Mr. Orchard. 

Senator Frear. Thank you, sir, for appearing and giving us the 
benefit of your observations and testimony. 

The next witness is Mr. Hubert M. Rhodes, Credit Union National 
Association, 


STATEMENT OF HUBERT M. RHODES, CREDIT UNION 
NATIONAL ASSOCIATION, INC. 


Mr. Ruopes. Mr. Chairman and gentlemen of the committee: 

1am with the Credit Union National Association, and I am spe aking 
from the credit-union side in support of the proposed legislation. 

Our association represents affiliated credit unions throughout the 
country. They have given study to these questions and have asked 
for the enactment of them. 

Now, would you like me to refer to S. 1330 first, Mr. Chairman? 

Senator Frear. Do you have a prepared statement that you 
would like to have in the record? 

Mr. Ruopses. I haven’t a complete statement. I wanted to make 
my part rather brief and to assure you we support it. However, I 
should like, if I may, on this S. 1330 to elaborate a little bit. It’s 
not quite all in connected form, perhaps. 

Senator Frear. Generally speaking, you are in favor of 5S. 2447? 

Mr. Ruopes. Yes. If we might take that up first, then [ think 
rather briefly we could—— 
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Senator SpaRKMAN. Just this question: There is no conflict or 
overlapping—is there—between the two bills? 

Mr. Ruopes. No. 

Senator SpARKMAN. They deal with separate matters? 

Mr. Ruopes. Separate matters; yes. 

Senator SparKMAN. That is my understanding. 

Senator Frear. Then, as you suggested, direct your remarks 
mainly to S. 1330, then. 

Mr. Ruopes. Y es, and if I may be permitted, I will call attention 
to the fact that in S. 2447, along with the schedule of increased 
supervision fees as proposed, it would take into account more, I 
think, the ability of the larger credit unions to pay. 

In the law at present the supervision fee is $10 per year for credit 
unions. That applies to the smallest, after a year of operation, and 
to the largest, as well. 

We have worked at this thing for quite a while, and we are in 
agreement, the organized credit-union movement, with the Federal 
Agency in support of the measure as proposed. 

Now, S. 1330, which was introduced on April 12 through the 
cooperation of Senator Sparkman, is another measure that our 
movement is supporting. 

I think it is self-explanatory, and it points out specifically which 
sections of the Federal Credit Union Act are to be amended or 
added to. 

With respect to the first one, it is true that now no director, com- 

mittee member, or official of a Federal credit union is privileged to 
borrow from his own credit union more than he has in it in savings. 
This would broaden it and liberalize it to the extent that, subject to 
these conditions—I will read you the proviso: 
That no loan to a director, officer, or member of a committee shall exceed the 
amount of his holdings in the Federal credit union as represented by shares 
thereof, unless (a) each loan, other than the loan which shall not make his in- 
debtedness to the Federal credit union exceed the amount of his holdings in such 
union, is in his absence unanimously approved at a meeting of the board of 
directors, the credit committee, and the supervisory committee, at which a majority 
of such board and a majority of each such committee is present, and (b) a record 
of such approval is entered on the loan application. 

We feel, Mr. Chairman, that that is a sufficient safeguard toward 
making loans to directors and officials, and there does arise a time when 
they need loans as well as others. I feel that they perhaps try to lean 
over backward a little bit in regard to security or making their loans 
safe and sound, to keep any possible criticism from resulting from the 
fact that the officers of the credit union borrow from it. 

We do find that there are occasions ever so often where some of 
these people resign and the credit union loses good officials because 
they are not privileged, under the present law, to borrow from it in 
excess of their holdings. 

There are central credit unions in a number of areas. In other 
places, however, this privilege is not available so readily as in some 
others. 

In the next respect, the law now limits the avenue of investments 
pretty strictly. A Federal credit union may not invest its funds 
other than in loans to members, in Government securities, and in 
deposits in Federal savings and loan associations. 
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There are periods when credit unions do have such surplus funds, and 
it is proposed to amend paragraph 7 of section 7 to make it possible 
for them to deposit funds in their own central organizations. 

Many States have central credit unions in whic +h other credit unions 
may deposit funds, and from which other credit unions may borrow. 
This keeps the handling and the control of the funds in this respect in 
the hands of the credit-union people and flowing back in service to 
them. 

We don’t know sometimes, when they are deposited elsewhere, 
whether that eventual service reaches a member, as it might if his own 
central credit union is a clearing house for these funds; maybe a loan 
to another credit union which needs funds to take care of its accumu- 
lated loan demands would increase the service to members. 

Senator Frear. Is that what happens to the funds that are placed 
into the central credit unions from the member unions? 

Mr. Ruopss. Well, that does happen; and, if that central credit 
union has in its field of membership other credit unions, then they 
could join and they could borrow from it. It follows that only a 
member credit union is privileged to borrow from it and, if they had 
the right of becoming members, as we propose here, then another 
Federal credit union could borrow. In many States the State credit- 
union act permits the credit union to borrow, and under the Federal 
law a credit union may borrow from any source up to a certain percent 
of its assets. However, it limits the amounts that we can get in 
central credit unions sometimes, because the Federals are not privi- 
leged to deposit funds except to qualify as members. 

Senator Frear. Where do you get your funds for the central 
credit unions? 

Mr. Ruopss. They either have to come from credit union’, as we 
have been mentioning, or from individuals. 

If the officers and committee members are in the field of membership, 
and if it’s a central credit union, they may deposit to their own 
individual share accounts. Other than that, there is no source of 
accumulating capital or funds, except by borrowing a certain percent. 

Senator Frear. What would you need the funds for? 

Mr. Ruopes. If a credit union, as we had in a recent local ex- 
perience, hasn’t sufficient funds of its own to meet the individual 
applications in that particular credit union, it could go to the central 
credit union and secure a loan and it would need funds to.supply the 
application. 

Senator Frear. Where else could it secure funds if you did not have 
them in the central credit union? 

Mr. Ruopes. From any source that would care to make the loan; 
from a bank or elsewhere. 

Senator Frear. Then why would it be necessary for them to have 
it? Just as an interservice between the field and the central office? 
[ mean, is it a matter of convenience, a matter of supporting each 
other? 

Mr. Ruopss. Pretty largely, that’s the way we look at it. It is 
because we have these common interests and they are credit-union 
funds and we like to see them flowing back in the service to a credit 
union, to its own members from the central. 
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Senator Frear. If the field unions or the credit unions could deposit 
money in the central union, you could act as a de ‘positary for those 
funds from which other unions could borrow? 

Mr. Ruopxrs. We could, in the serise that it is a share account, so to 
speak. The law defines a depositary a little differently, and we do 
have to use our checking accounts in the banks. 

I could point out some examples of very successful central credit 
unions. There is a good one in Minnesota. There is one in North 
Dakota, one in Rhode Island, and some in several other States. 

We feel from the record of safe management, all the safeguards 
around it, that it would be safe for a Federal credit union to use the 
central perhaps maybe as much as a Federal savings and loan 
association. 

The third proposed amendment here 

Senator SpARKMAN. Before you get away from this section 2: <A 
I understood Mr. Orchard’s point, it was that other language was 
being prepared, a bill was in the process of being prepared that would 
better reach the thing that you are trying to do in section 2. Did I 
understand him correctly? Is that your unde rstanding? 

Mr. Ruopxs. Yes, I am sure you did. 

I haven’t information as to just how all that is proposed, but I can 
say that study has been given to this question of a central agency of 
discount for quite some time, and I believe that it is now at the point 
where it is hoped to frame proposed legislation to offer to the Congress. 

I have nothing definite or specific to go on, except that I do know 
we have been studying it and considering the possibility of having 
maybe some national central agency. I don’t know the details vet of it. 

Senator SPARKMAN. I am just wondering if you, as a representative 
of the Gredit Union Association, and Mr. Orchard, as a representative 
of the Federal Security Agency, could not get together and see if you 
could agree on that language and offer it as a substitute for section 2, 
rather than to present a separate bill later on? 

Do you think that might be possible? 

Mr. Ruopes. It might be, and we would be very happy to study it 
with him and cooperate. If it’s a better way, or a better way can be 
found to do what we had in mind, of course, we would be favorable 
to that. 

Senator SpaARKMAN. Mr. Chairman, may I ask Mr. Orchard: Do 
you think something like that could be done; that you people could 
agree pretty soon on new language that might be substituted for sec- 
tion 2? 

Mr. Orcuarp. We’ve made a great deal of progress. In fact, 
I have in my office now the material for a bill of this sort which was 
prepared by general counsel for the national association. I haven't 
talked to Mr. Rhodes about it, but it was sent down for our comment. 
I would propose that we have a conference to try to iron out some small 
points and present it to you, Mr. Sparkman. 

Senator SPARKMAN. Just for the sake of ease of legislation, it seems 
20 me that if you could agree on the language that you could sub- 
stitute for section 2, it would be much better thi an submitting a bill 
that we might or might not get action on later in this session, because 
this committee is going to be pretty busy. 

If that could be done very soon and we could insert it as an amend- 
ment in this bill, I think it would speed things up. 
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Senator Frear. May I suggest that the two gentlemen from the 
two agencies work with Mr. Stevenson of the staff here, so that it 
can be earners as an amendment? 

Mr. Ruopes. Thank you very much. The fact is, as you appreci- 
ate, that it was early last year that this bill was drafted, and when 
we talked to Senator Sparkman about it I’m certain that the thing 
had not developed with respect toTthe other matter as apparently it 
has since that time. This came about as a resolution coming in from 
some sections of our country to our national board. It had considera- 
tion there and they voted to ask for it to be proposed as we have it 
in its present form. 

Senator SpPARKMAN. I think something could be worked out. 

Mr. Ruopves. We have found a great deal of interest in it, and that 
thing has been up before us for quite a while. 

I will finish pretty quickly on these other two. 

I just want to emphasize that the third change would make it 
possible for the credit union, by a vote of its own members at its own 
annual meeting, to refund a portion of the interest after it has paid 
dividends to shareholders on the units of savings. 

This would not be done if the credit union is not able first to pay 
something to those who are saving. Then, if it has done all the other 
things and it has a little left, it could have the privilege to refund to 
the borrowers a part of the interest they have paid in. 

Senator Frear. Do you think that would encourage borrowing? 

Mr. Ruopes. I don’t feel that it will. I think it perhaps might 
bring in from outside sources people to use their own credit-union 
machinery. 

Senator, we have a big educational job yet to get people to under- 
stand the advantages of a credit union and to get away from loan- 
shark people who gouge and charge so much. 

If, on top of the very reasonable interest rate that the credit union 
offered its members, it did hold out the possibility that, if things went 
all right, they might refund a part of that interest, I don’t feel that it 
would encourage undue borrowing because, if anything, our credit 
unions are conservative enough about this matter of making loans, 
our credit committees and all of that, and their fundamental purpose 
is that loans should be made only for some helpful purpose or some 
productive purpose, so that the burden is on the applicant to satisfy 
the credit committee that he has such a need before he gets the loan. 

Senator Maypank. May I ask a question, Mr. Chairman? 

Senator Frear. Surely. 

Senator MayBank. The other day the Secretary of Commerce 
made the statement that in all of the credit associations, all of the 
building and loan associations, and so forth and so on, there was an 
unprecedented amount of money on hand. 

Have you any information as to how last year’s figures would com- 
pare, approximately, with the years gone by? Was it the same in 

savings? Was there less credit with you as compared with some of 
these other organizations? 

Mr. Ruopes. Senator, I’m sorry 

Senator MaysBank. I know that does not have to do with the bill. 
I just asked if vou did have that. 

Mr. Ruopes. We feel that savings have kept pace. 
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Senator MayBanxk. They tell me they have increased materially. 
I am quoting what Secretary Sawyer said. 

Is that your opinion in your organization? 

Mr. Ruopes. We feel that savings have increased. We have new 
credit unions and we are constantly trying to get new members in 
them. 

Senator Maysank. How much has that increased? Would you 
say 10 percent or 15 percent? 

Mr. Ruopexs. I wonder, Senator, if I might ask Mr. Orchard, 
because I know he has made studies. 

Senator Maypank. I do not want to divert your attention from 
the bill, but could you do this for us, if it is convenient: Submit a 
statement for the record so that this committee might know as to 
how your organization stands in this regard. We will have others 
before us on other matters and I am going to ask them the same thing. 

What I am trying to find out is how the cash on hand, and so forth 
and so on, securities, compares with the previous years and how the 
loans compare. 

Mr. Ruopes. Surely. We would be very happy to furnish that. 

Senator Mayspanx. As Senator Sparkman so ably said, whatever 
we do, we ought to do it right now, because when we get this control 
bill there will be weeks and weeks of hearings and, of course, that will 
be an important point in connection with the regulations of the Federal 
Reserve Board. That is why I was trying to ask that question. 

Mr. Ruopss. Well, I would want them to be just as true figures as 
possible. 

Senator Maypank. At your convenience. 

Mr. Ruopgs. Surely, and we will do it right away. 

Senator Frear. You will supply them and they will be made a 
part of the record. 

Mr. Ruopes. Yes, sir. 

(The information referred to is as follows:) 


ADDITIONAL STaTEMENT oF Husert M. Ruopes, Crepir Union NatioNaL 
Association, Inc. 


From information available at this time, it appears that credit unions had an 
increase of assets during the year 1951, primarily due to the increase in the 
number of credit unions and in the number of credit union members. The indi- 
cations are that the increase was approximately 18 percent over the previous year. 
Preliminary figures indicate that the percentage of increase was not so great in 
1951 as in 1950. 

The examination of a comparatively small number of financial and statistical 
reports from credit unions indicates that the increase in the amount of savings 
per member was somewhat less in 1951 than in the year 1950. It is my opinion 
that savings in credit unions increase or decrease in proportion to the degree of 
use of these funds by borrowers. Regulation W has had a retarding effect on 
borrowing by credit union members. It is our observation that many credit 
union directors place restrictions on the amount of money a member may save 
when the loan demand decreases. 

According to the Federal Reserve Board reports, the amount of consumer 
credit loans outstanding in credit unions, Federal and State, on November 30, 
1951, was approximately the same as at the end of 1950. We estimate that there 
were over 400,000 more credit union members on November 30, i951, than there 
were on December 31, 1950. 

On December 31, 1950, the percentage of distributions of assets in Federal 
credit unions was as follows: 
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Loans to members. 


‘ 65 
Cash 10. 4 
United States Government obligations — — _ _ 16.0 
Federal savings and loan shares __ ; 6. 4 
Loans to other credit unions 1.6 
Other assets aa a 6 


The ratio of loans to assets in Federal credit unions as of June 30, 1951, was 
about 63 percent. When more reports are available it will be possible to give 
more information regarding the assets, loans, and cash on hand of credit unions 
at the end of the vear 1951. 

Senator Maypsank. I certainly want to agree with Senator Spark- 
man that whatever we do, we ought to do with due care as early as 
possible. When we start on the Defense Production Act and on 
regulations X and W, and everything else, we are going to be pretty 
busy. ; 

Mr. Ruopes. We will do our utmost right away to get any informa- 
tion that we can for you. 

The other prepared amendment, as mentioned there, would give the 
officials of the Bureau of Federal Credit Unions, its examiners and so 
on, the privilege of taking affidavits. We are in favor of that because 
it would be a convenience to them to have that at times. 

Mr. Chairman, if there is any other question, I will try to answer it. 

Senator SPARKMAN. | would like to ask one question about section 1, 
if I may. 

Apparently, that is the only section that you seem to be in conflict 
with. 

Do you consider the remedy sought in section | to be important? 

Mr. Ruopres. Well, we know that a great many people—I can 
point out, for example, a State or two where this thing has developed 
a lot of interest, and we have thought that if it is the desire of the 
people, the credit union people, to have the legislation, that these 
safeguards here would be all right in the matter of making loans to 
directors and committee members. 

Senator SPARKMAN. They can now get loans but only to the extent 
of the stock that they own in the union; is that correct? 

Mr. Ruopgs. That's correct. 

Senator SPARKMAN. You heard Mr. Orchard say that in many of 
the States there were central credit unions from which they could 
get loans. What is your comment on that? 

Mr. Ruopes. That is true. It’s a fact that in the case of the cen- 
tral credit unions, as is the case of the credit unions, it has to accumu- 
late its lending fund, its capital, and it is pretty limited at the start. 

I think that in 1 case where there is a potential membership of 
about 1,500 directors and committee members in that area, some per- 
haps less than 300 have joined, and with that number they have con- 
stantly been unable to meet the loan demand from them. 

What I am trying to say is that their funds are not sufficient at times 
to meet the demand. 

Senator SPARKMAN. You mean in some States? 

Mr. Ruopss. In some States. 

Senator SpARKMAN. About how many States have the central 
credit unions that you have referred to? 

Mr. Ruopes. I will have to again check that for accuracy, but 
there was a survey made a while ago, and I think there are some in 
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larger States that are set up on a sort of a chapter basis or city basis, 
where there would be three or four in there. 

Senator SPARKMAN. Perhaps it would be better to put it this way: 
How many States are there without the benefit of such a central 
credit union? 

Mr. Ruopes. Again, I’m afraid I don’t have the answer. 

Senator SPARKMAN. I wonder if you could get that and submit it 
to us? 

Mr. Ruopsgs. I| will be glad to get that. 

Senator SPARKMAN. I| think it would be pertinent. 

Mr. Ruopgs. Yes. 


(The information referred to is as follows: ) 


AppDITIONAL STaTEMENT OF Hvursert M. Ruopes, Crevir Union NATIONAL 
ASSOCIATION, Inc. 

According to the informatic nm I have available at this time, there are central 
credit unions in 35 States, the Territory of Hawaii, Puerto Rico, and the District 
of Columbia. Some of these operate on a State-wide basis in which both officers 
of credit unions and the credit unions themselves may have membership. Some 
others are restricted to officials of credit unions only. 

Thirteen States, Alaska, and the Canal Zone do not have central credit unions. 

Senator SPARKMAN. Again, | just wonder if, through consultation 
between you people who are interested in this thing from the opera- 
tional level, and with the people in the Federal Security Agency who 
are interested from a supervisory angle, if you could get together and 
perhaps work out something to take the place of section 1? 

Mr. Ruopes. Well, we will certainly confer on it. 

Senator SPARKMAN. Let me put it this way: You have four different 
items in this bill. 

Mr. Ruopss. Yes. 

Senator SPARKMAN. Is the thing you are trying to do in section 1 
sufficiently important to jeopardize the other three? 

Mr. Ruoprs. Well, we feel it is important and it is a thing that 
the credit unions desire and we should, of course, be happy to have it 
favored in your report and enacted. We are interested in all phases 
of it, Senator, so the best we can do is to present our views on it and 
we shall again be pleased 

Senator SpARKMAN. I realize that. I[ just thought we might get 
some comment from you as to its relative importance. 

I still put forward my suggestion that, if possible, your group, your 
representatives and the representatives of the Federal Security Agency 
might be able to work out something to take the place of section 1 
which would serve to make certain that all of these various areas of 
the United States do have some kind of credit facility along the line 
that you are suggesting. 

Mr. Ruopes. Well, we have worked with them, as is evidenced 
here, I’m sure, on this other matter of the fees. 

Senator SPARKMAN. I know you have in the past. You have been 
able to work it out very nicely. 1 remember that at the last session 
we had you were in agreement with them. 

Mr. Ruopes. That’s right, and we did come before you from the 
credit union side, presenting their conclusions and their decision about 
asking that the law be amended to permit these things, and we can 
rest our case, | believe, as the best we could give you on it. 

Senator Frear. Thank you, Mr. Rhodes. 
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Mr. William W. Pratt, executive director of the Pennsylvania 
Credit Union League. 
fel am not trying to curtail any testimony here at all, Mr. Pratt, but 
there is a meeting of the full committee at 11 o’clock. If you have a 
prepared statement and you would like to have it entered as a part of 
the record, we will do that and then you can make your comments. 


STATEMENT OF WILLIAM W. PRATT, EXECUTIVE DIRECTOR, 
PENNSYLVANIA CREDIT UNION LEAGUE 


Mr. Prarr. I would be very pleased to do that. 

Our statement on S. 2447 is in support of the increase in the fees to 
the Bureau. 

However, I would like to make this comment: I think this is the 
feeling of most of the credit union people, that the Government should 
continue to make some reasonable appropriation to the Bureau so that 
the smaller credit unions can continue to get some help in their efforts 
until they grow to the stage where they will begin to participate on 
this basis, and it was with that understanding that we were happy to 
work with them and support this bill. 

I have included in the comments on 8. 1330 several items, and I 
would like to comment that [ happen to be the treasurer of what 
might be called a central credit union, under the Federal law lending 
money to officers and directors and committee members, and it is 
assumed that sometimes central credit unions will be handicapped by 
section 1, but I do not believe that is true. 

Now, I think that section 1 is something that is necessary because 
in the beginning we said officers and directors could not borrow more 
than their shares. Now, this actually results in the inability of some 
people to accept office, because they are limited in making reasonable 
loans. It also forces quite frequently the resignation of persons that 
the credit unions can ill afford to lose, because of the limited bor- 
rowing. 

A central credit union, even such as mine, has disadvantages: 
Distance, the inability to render loan service quickly; sometimes the 
lack of knowledge of the people which is of a personal nature that is 
essential to a good credit union committee consideration. 

Therefore, it does seem advisable that we should be able to make 
loans in credit unions to the officers and directors who, outside of the 
treasurer, do not get paid. Therefore, they are deprived of one of 
the benefits of credit union membership, even though they contribute 
their time and efforts without compensation. 

I believe the credit union people, and I think I speak for my own 
league as well as the national association, favor the adoption of sec- 
tion 1, permitting such loans. 

There have been criticisms that this would permit large loans to 
officers, abuses because of delinquencies, and lack of control over 
others. 

So far as we know the experience of central credit unions to date 
which have been allowed to do this, in New York State, for example, 
and other States, is that that condition has not developed, and the 
banking departments of several of the States say they see no objection 
to this provision now existing in their law or to the practices under 
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it, and we feel that the same provision should prevail if the Federal 
act were amended. 

Section 2 seems to be the one about loans or deposits, we will say, 
share deposits with central credit unions. 

Now, a central credit union, in my opinion, as in the opinion of 
many, is either under State or Federal law and primarily makes loans 
to officers, directors, and committee members. In many of them 
they do not serve the complete demand. 

You may say: Well, if we can lend money in our own credit union, 
there is no need for a central credit union to do it. Quite frequently 
an individual credit union cannot make a sufficiently large loan 
because of limitations in regulations to meet the needs of a particular 
officer, maybe in connection with an automobile or a large medical 
bill. Therefore, he must go to other sources. I had to do that myself 
this week, being restricted. 

Therefore, this central credit union needs funds. If the funds it 
can obtain are only from the deposits of individuals who are at long 
distances, who deposit in their own credit unions, then they face an 
unnatural and natural obstacle. 

Now, if credit unions themselves can make deposits in sbares in a 
central credit union, even though limited, that central credit union 
would be better able to put the credit union money into loans for 
credit union members. 

Therefore, basically, we favor the adoption of this. 

I personally do not believe, and I am familiar with this discount 
bill that has been proposed, that is could be intelligently made into 
a revision for section 2. I think it will almost have to be a piece of 
legislation of its own to give it the proper attention and the scope 
that it will require. 

Now, very possibly I am wrong here, but I believe that is it, and I 
have been interested in it for about 2 years. 

Very quickly getting down to the one for patronage dividends, we 
favor that because we believe it is much more intelligent to charge a 
reasonable rate of interest in advance to guarantee all of the costs of 
operation, including supervision, examination, reasonable fees to those 
who work for you, and additions to the reserve, and then make a re- 
fund to the borrowers on the basis of interest paid, which is a better 
approach, in our opinion, than reducing interest in advance. ‘There- 
fore, we favor the adoption of that provision. 

Without question we favor the privilege being extended to the 
Bureau’s representatives to take affidavits and statements. 

I would be glad to answer any questions. 

Senator Frear. Do vou have any questions, Senator? 

Senator MayBank. I have no questions. 

Senator Frear. Senator Sparkman? 

Senator SpaARKMAN. I believe I have no questions. 

Senator Frear. Thank you very much, Mr. Pratt. 

Mr. Pratrr. Thank you. 

(Mr. Pratt’s prepared statements on S. 1330 and S. 2447 are as 
follows: ) 


a. 
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STATEMENT BY WILLIAM W. Pratt, Executive DirReEcTOR OF THE PENNSYLVANIA 
Crepir Union LEAGUE 


S. 1330 


This bill, 8S. 1330, proposes four amendments to the Federal Credit Union Act. 

Section 1: Paragraph 5 of section 7 would permit loans to a director, officer, or 
member of a committee, in excess of his shares within the limits provided by the 
law, and the loan regulations of the individual credit union, subject to the unani- 
mous approval of a majority of the members of the individual credit union board 
of directors, credit, and supervisory committees. 

At present such persons cannot borrow in excess of his own share holdings. 

This is a serious disadvantage, inasmuch as it frequently discourages qualified 
individuals in the acceptance of election or appointment to the board or com- 
mittees. This prohibition often results in the resignation from office of an 
incumbent who needs financial assistance, normally available to other members, 
and thus deprives the credit union of the valued services of such person. 

This restriction is unfair, and it is not a regular practice or requirement in 
many other financial institutions. When applied to the credit union whose 
directors, officers (except the treasurer) and committee members must serve 
without compensation, regardless of the volume of business or time required to 
perform their duties, such directors or committee members are in effect deprived 
of some of the benefits of their credit union membership. 

In States where such loans are permitted, experience has not revealed any 
serious disadvantage in such transaction or any abuse of such privileges, or that 
the extension of this service has decreased the value of the credit union, or im- 
paired its financial status, or condition; neither has it acted as a deterrent to the 
organization of credit unions. 

While it is possible to organize a Federal credit union, the membership of which 
is restricted to persons who are directors and committee members of credit 
unions, such credit unions are usually not able to render all of the service needed 
by its members, due to insufficient funds, location of the credit union, time ele- 
ment retarding service, turn-over of membership, with resulting withdrawal of 
shares, and difficulties surrounding the lack of personal knowledge about the 
applicant borrower which is essential to good credit committee action of loan 
requests. 


Section 2: Paragraph 7 of section 7 would permit a credit union to own shares 
in a central credit union. <A central credit union is one which, organized under 


Federal law, is restricted in membership to directors and committee members, as 
previously mentioned; and credit unions organized under a State law whose 
field membership is usually restricted to such persons and to credit unions. 

Even with the benefits of the previously discussed amendment, some of the 
individual credit unions could not, or perhaps would not, be able to make an 
adequate loan to a director or committee member, therefore the central credit 
union has a field for essential and beneficial service. Due to the limited funds 
available and the other restricting elements the central credit union could use 
shares received from other credit unions for loans to credit union personnel. 
This use of these shares would be in keeping with the purpose of the credit union 
thrift-promotion program and the use of the credit union shares for loans to 
credit union members. Whereas, at present, if a credit union has a surplus of 
shares over their present loan demand, some of these funds, which cannot be 
placed as shares in a central credit union, must be invested in a firm, or organi- 
zation, in which they are not generally available for use by credit union members. 

We believe that the Federal law and supervision, and the State law and super- 
vision of those credit unions which are considered as central credit unions, provide 
adequate protection to insure the security on shares owned by the credit unions, 
as is provided in the credit union where the shares are owned by individual mem- 
bers. We are also of the opinion that the broadening of the Federal Credit Union 
Act to allow ownership of shares in central credit unions provides another ad- 
visable investment, the use of which will be determined by the individual credit 
unions. 

Section 3. This addition to section 13 of the Federal Credit Union Act provides 
for a patronage dividend in addition to a share dividend. This in effect is a refund 
of some of the interest paid by the borrowers and would be determined by the 
members at the annual meeting in the same manner that share dividends are 
declared. 

As a credit union is a mutual financial operation for thrift promotion and the 
extension of credit at reasonable cost, it is a generally accepted opinion that an 








20 AMENDMENTS TO FEDERAL CREDIT UNION ACT 


adequate rate of interest should be charged on loans to meet the actual cost of 
operation, including all services, benefits, supervision examination, to provide an 
addition to a reserve fund, and allow a small addition to undivided profits to meet 
future operating contingencies, and to permit the distribution of an adequate share 
dividend. This having been done, any excess should be returned to the borrowers 
as a refund of interest paid in the form of a patronage dividend. 

This method is preferred to the reduction in advance of the rate of interest, as 
fluctuations in operation and changes in conditions cannot always be forecats in 
advance. 

The three amendments as outlined above have, over a period of years, been 
given serious consideration by credit unions in their local chapters, by their repre- 
sentatives in their State league conventions, by our National Association of Man- 
aging Directors (the executive officers of the State leagues), and by our national 
board of our Credit Union National Directors which is composed of representa- 
tives of all of the State leagues, and it is their opinion that these three amendments 
are desirable and essential in the interest of perfecting the operations of credit 
unions, and for improvement in the basic purpose of thrfit promotion and extension 
of credit in keeping with the objectives of credit unions. We therefore urge the 
approval of your committee and the Congress. 

Section 4. To add to section 16 of the Federal Credit Union Act a provision to 
allow officers and employees of the Federal Security Agency, Bureau of Federal 
Credit Unions, to administer oaths and take affidavits or dispositions upon any 
matter relating to credit unions within the jurisdiction of the Bureau of Federal 
Credit Unions. 

While it is not absolutely necessary that this privilege be extended, it is desirable 
that it be made available, as it will expedite the handling of certain details and 
matters, conserve time, and assist the Bureau in the efficient performance of its 
responsibilities, 

We therefore suggest your approval of this amendment. 


S. 2447 


This bill, S. 2447, will increase the $10 annual supervisory fee paid by a Federal 
credit union, as provided in the Federal Credit Union Act, adopted in 1934, to an 
annual fee based on a specified rate per thousand dollars of assets, but not less than 
$10, and thereby increase the present income to the Bureau of Federal Credit 
Unions on a basis related to the total asset value of all Federal credit unions and 
will produce annually additional income commensurate with the growth of the 
credit unions. 

As the annual budget appropriation of funds to the Bureau of Federal Credit 
Unions, over their income from the present supervisory fee and the charges for 
the examination of credit unions, has been decreased, the Bureau of Federal 
Credit Unions has made every effort to improve the efficiency of their supervisory 
and examination activities, but have been limited in the performance of these 
duties to the extent that essential examinations cannot be made as frequently as 
good practices would require, or as often as desired by the individual credit unions. 

Recognizing that under existing conditions the reduced appropriations by Con- 
gress appear to be a necessity at this time, and believing that a reasonably adequate 
annual appropriation should be made to the Bureau of Federal Credit Unions, and 
that the Bureau of Federal Credit Unions have and will continue to meet the 
requirements of supervision and examination in the most efficient manner, and 
at as low a cost as possible, the credit unions through their State leagues and their 
Credit Union National Association wish to express their willingness to make an 
increased contribution to the Bureau of Federal Credit Unions to provide addi- 
tional funds for the actual cost of supervision and examination, therefore request 
that this bill, as submitted, be given the approval of this committee and the 
Congress. 


Senator Frear. This concludes the agenda for this morning. 
Without objection certain telegrams and letters received by the chair- 
man of the subcommittee and the chairman of the Banking and Cur- 
rency Committee will be inserted in the record. I will give them to 
the Reporter. 

(The telegrams and letters referred to are as follows:) 
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WILMINGTON, DEL., January 28, 1952. 
Senator J. ALLEN FREAR, 


Washington, D. C.: 
Will you kindly give consideration to bills 8. 2447 and S. 1330? 
WILMINGTON TRANSIT EmpLoyeres FepeRAL CrepiIt UNION 
OF THE DELAWARE Coacu Co. 





WILMINGTON, DEL., January 28, 1952. 
Senator J. ALLEN FREAR, 


Washington, D. C.: 


It is our understanding that bills S. 2447 and S. 1330 are to be brought before 
the Senate Subcommittee on Banking and Currency Wednesday, January 30, and 
the credit union of local 435 would like to ask your support of these two bills. 


Epw. C. MANLOVE, 
Treasurer, UAW-GM Credit Union, Local 4364. 


Mapison, Wis., January 25, 1952. 
Senator J. ALLEN FREAR, 


Chairman, Subcommittee on Banking and Currency, 
Senate Office Building, Washington, D. C.: 

The Credit Union National Association representing the 12,000 credit unions 
in the United States with their 5 million members respectfully requests your favor- 
able support of Senate bills 5. 2447 and S. 1330 which are to be heard before your 
committee on Wednesday, January 30, at 10:30a.m. It is the feeling of all credit 
union people that these bills are much needed to strengthen the position of Federal 
credit unions and to increase the worth-while service they perform for their mil- 
lions of members. 

Tuomas W. Dotic, 
Managing Director, Credit Union National Association. 


Mapison, Wis., January 25, 1952. 
Senator Burnet R. MAYBANK, 


Room 454, Senate Office Building, Washington, D.C.: 

The Credit Union National Association appreciates your interest in the Bureau 
of Federal Credit Union and your introduction of Senate bill 8. 2447 to provide 
adequate financial support for the Bureau of Federal Credit Unions. We sincerely 
hope your Senate Committee on Banking and Currency will bring forth a favorable 
recommendation on behalf of 8. 2447. 


Tuomas W. Dora, 
Managing Director, Credit Union National Association. 


WiLmMinetTon, DEt., January 29, 1952. 
Senator J. ALLEN FREAR, 


Chairman, Senate Subcommittee on Banking and Currency: 
We are asking your support for Senate bill S. 2447 and Senate bill S. 1330 which 
your committee will consider January 30. 
We feel the provisions of these bills will assist the operation of our credit union. 


FrepERIcK A. LILLEy, 
President, Newport DuPont Employees Federal Credit Union, Newport, Del. 
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THE PirrspurGH CHAPTER OF CREDIT UNIONS, 
Pittsburgh, Pa., January 28, 1952. 
Hon, Burnet R, Mayrank, 
Senate Office Building, Washington, D. C. 

My Dear Senator: The Pittsburgh Chapter of Credit Unions, representing 
178 credit unions with 102,000 members, passed a resolution favoring S. 1330 and 
S. 2447. 

It is our opinion that these bills, if passed, will be of considerable benefit to 
our membership. 

Your favorable consideration is respectfully requested. 

Sincerely yours, 
JoserpH A. Moors, President. 


Senator Frear. The subcommittee will now stand adjourned. 
(Whereupon, at 10:56 a. m., Wednesday, January 30, 1952, the 
subcommittee adjourned.) 
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